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The purpose of this document is to provide memiadsstaff of the State Senate
with a broad summary of the actions adopted by Bhdget Conference
Committee. If you have questions, please contectommittee at (916) 651-
4103.

Please note that this is not a comprehensive amalfyall the Final Conference
Committee actions, but is rather a high level aislyStaff is currently working
on drafting implementing trailer bill legislatioma budget bill amendments to
effectuate the actions adopted in the Conferencenn@tbee. The Senate
anticipates floor votes the week of June 22 owdnieus package of legislation.



OVERVIEW OF BUDGET CONFERENCE COMMITTEE ACTIONS

On June 16, the Budget Conference Committee caedtladarge portion of its
work by adopting a balanced approach to closingrihki-billion dollar gap in
the 2009 Budget since its passage in February.

The Conference Committee (this year comprised ah&thbers of each house
of the Legislature) heard public testimony for otw@o weeks — thousands of
concerned citizens and their locally elected repradives presented their views
and suggestions regarding the Governor's May Revigaosals.

After this period of public testimony, the ConfezenCommittee began its
process of deliberation and discussion. The cigdleof the Conference
Committee was to make difficult, but significantiuetions in all subject areas of
the budget; maximize, to every extent possible réceipt of available federal
funds; limit the expansion of unnecessary bureaycrahile maintaining the

state’s infrastructure of education and health/mus@xvices for its children,

senior citizens, and most needy persons.

Major elements of the plan:

The overall architecture of the Budget Conferenoen@ittee’s plan includes:
(1) over $10.4 billion in program reductions andisgs; (2) approximately $1
billion in reductions, primarily from the Medi-Cptogram — that require federal
action (this is consistent with the Governor’'s Mgvise proposal); (3) revenue
accelerations and fee increases of approximatellildn; (4) fund shifts of
about $2.6 billion; (5) enhanced revenue enforcénoeliections of $143
million; (6) rejection of borrowing $2 billion (Pposition 1A) from local
government; (7) increase taxes — primarily on eitjes and oil severance — $1.9
billion; and (8) other proposals of $2.2 billionHeh includes the sale of the
State Compensation Insurance Fund [SCIF] as prdgmsthe administration).

In total, after all actions are taken into accouhe Budget Conference
Committee provides for an approximately $4 bill{#8.8 billion) General Fund
reserve for 2009-10.

Below, by major subject matter area, are some efsilgnificant changes
adopted by the Conference Committee.
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EDUCATION

» Overall Proposition 98 & K-12 Reductions Adopts _$5.5 billionin
Proposition 98 reductions for K-14 education owep tyears. This
includes _$4.5 billionin reductions for K-12 education, involving the
following major adjustments:

e $1.3 billion in revenue limit reductions in 2008-@%d about $1.9
billion in revenue limit reductions in 2009-10. 4 amounts include
commensurate categorical reductions for Basic Astriots.

* $1.7 billion in deferral savings achieved by shitirevenue limit
payments from 2009-10 to 2010-11.

e $282 million to partially restore Home-to-School afisportation
funding for local educational agencies (LEAS) (op df $214 million
already budgeted) and $3.9 million to fully restdransportation
services at the State Special Schools in 2009-1 t the
elimination of special funds.

» Home-to-School Transportation Details: Provides total funding of
$496 million in Proposition 98 funding for Home-8zhool
Transportation. This level of funding equates gora@gram reduction of
nearly 20 percent, which is in line with reductidos other categorical
programs. These funds are then added to the catagdexibility
program.

» Federal Funds Authorizes a significant increase in federaldsinn
2009-10 — primarily new, one-time, funds authorizedler the ARRA
(American Recovery and Reinvestment Act), including

e About $500 million in anticipated ARRA StabilizatioFunds to

backfill K-12 revenue limit reductions and relatezhtegorical
reductions for Basic Aid Districts;

* $634 million in anticipated ARRA Individuals with i€abilities
Education Act (IDEA) funds for students with didélss;
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$540 million in anticipated ARRA Title | Basic Granfor low-
income students;

$165 million in available Title | Set-Aside funds including new
ARRA funds -- to be allocated to LEAs using Titlstudent counts;

$403 million in anticipated ARRA School Improvemeatant funds
that are set aside pursuant to legislation.

» Flexibility. Provides K-12 LEAs with additional program anadhding
flexibility, beyond what was provided in Februaag, follows:

Suspends the High School Exit Exam as a requirefoemgraduation,
beginning in 2009-10;

Allows school districts to reduce the number otrnstional days by
five — from 180 to 175 days per year -- through 2Q8 without
losing longer-year incentive grants (modified Goweis proposal);

Suspends the LEA requirement to purchase newly tadop
instructional materials through 2012-13 and prdhkikthe State Board
from initiating any new adoptions during this pekio

Allows school districts to sell surplus propertyt rmurchased with
state funds and use proceeds for general fund pesptor nearly
three years (Governor’s proposal);

Suspends the remaining routine maintenance resequerement of
one percent through 2012-13 for school districtd theet the facility
requirements of the Williams settlement (Governprgposal);

Provides LEAs with access to additional, prior-y&ard balances in
2009-10 beyond those provided in February. Addgianclude:
Targeted Instructional Improvement Grants; Instanzl Materials;
California High School Exit Exam; Adult EducatiorROC/P

Facilities; and Deferred Maintenance. (Economipdot Aid; Special
Education; Home-to-School Transportation;  QEIA; I€hi
Development; and Child Nutrition are protected. dified

Governor’s proposal.)
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» Fiscal Oversight Relief

 Changes the minimum requirement for reserves foon@mic
uncertainty to one-third of the currently requirkedel in 2009-10,
provided that LEAs make annual progress in resgorgserves and
fully restore reserves in 2011-12.

» Allows LEAs to avoid a negative or qualified fisaa@rtification due
to a substantial loss of federal ARRA Stabilizatleumds in 2011-12
and 2012-13. To ensure consistent statewide ingaéation, the
Superintendent of Public Instruction shall convéme Standards and
Criteria Committee to modify the budget and fis@liew criteria to
incorporate these changes.

» Proposition 98 Maintenance Factor
» Adds statute that entitles school districts and rooimty colleges to
Proposition 98 maintenance factor in years whert Tdas operative
and lower than Test 2. These provisions would meceffective July
1, 2011.
» Child Care

» Fully funds Stage 2 and Stage 3 child care services

 Adds $15.5 million from Federal ARRA funds for atioial child
care slots for low-income families.

» Eliminates the Extended Day Care Program, whickdsindant of the
Prop 49 After-School Education & Safety program/feetive
September 1, 20009.

* Denied Governor's proposal to increase family fewsl decrease
reimbursement rates for child care providers.
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HIGHER EDUCATION

» Community Colleges

* Reduces funding by approximately $700 million foormonunity
colleges consistent with the Proposition 98 minimdonding
guarantee and the funding levels proposed by thee@or in the
May Revise.

* Provides smaller reductions to priority categorigmbgrams, and
places many (but not all) categorical programs iatflexible pot.
Provides community colleges with some flexibilitydchieve savings.

* Increases student fees by $6 per unit (to $26 piY, gonsistent with
pre-2007 levels. The additional fee revenue pmvidommunity
colleges with $80 million in funds to offset necays reductions.
However, no reduction is made in the area of firEnaid
administration, ensuring that there are resouroestudents to find
financial assistance.

* Provides community colleges with $130 million irdéeal economic
stimulus funds to offset cuts.

» University of California / California State University

» Total reductions of $1.4 billion in the current y€&717.5 million to
each segment) and $266 million to each segmenal (it $532
million) in 2009-10 are equal to the Governor’'s MRgvise proposal,
but unlike the Governor’s proposal, cuts are egedlibetween UC
and CSU. Of these total reductions — $1.97 bilbwer two-years —
approximately $1.7 billion will be offset by fedésconomic stimulus
funds.

* Does not eliminate funding for academic preparatisrproposed by
the Governor, but rather achieves savings throughllacated
reductions.

» Hasting College of the Law. Rather than eliminate all funding for
Hastings, the conference committee adopted a I&pereduction.
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» Student Financial Aid
* Does not eliminate the Cal Grant Financial Aid Paog

* Achieves substantial savings by transferring $38iani in excess
funds in the Student Loan Operating Fund to theeGdnFund to
offset Cal Grant costs.

» Makes reductions to the Cal Grant Program, but shakes effective
for 2010-11. Reductions include freezing the inecgfigibility level
at the current thresholds for Cal Grant A reci@eiar one year and
reducing the maximum awards for students attenplingte colleges.

HEALTH

» Healthy Families: Rejects elimination of the program, but achieves
substantial savings of approximately $70 milliony bstablishing a
waiting list for enrollment unless third-party pmithropic organizations,
donations, or other sources, become available mtireee enrollment of
children throughout the year.

» Medi-Cal: Does not adopt the Governor’s proposals to eltairAdult
Day Health Care, state-only programs, clinic prawggaservices for legal
immigrants, or recent family planning rate increasdRather, it makes
redirections to provide rates in selected areaksskederal repayment for
certain Medi-Cal expenditures and makes othereeélegductions.

* Reduces by about $2.8 billion (GF) to reflect rptesf enhanced
federal funds as provided under the American Ragové
Reinvestment Act (ARRA).

* Assumes receipt of $1 billion in federal funds f@payment to
California for expenditures made within the Medit®@aogram which
should have been funded by the federal governmimatuding
expenditures which should be have provided under fideral
Medicare Program.

» Adopts the Governor’s unallocated reduction of $328illion (GF).
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* Reduces by $22.5 million (GF) by requiring pharreado bill Medi-
Cal at a rate that is comparable to private thadyp payers as
specified in trailer bill language.

* Reduces by $37 million (GF) by making changes & khedi-Cal
reimbursement made to pharmacies as it pertainghdoestimated
acquisition cost of drugs.

* Reduces payments to hospitals by sweeping theeSsd Hospital
Fund for a savings of $23 million (GF).

* Reduces Adult Day Health Care coverage to thres gay week and
related changes, for a savings of $26.8 million)(GF

* Increases fees paid by skilled nursing facilitigs dxpanding the
amount of revenue upon which the AB 1629 fee i8at include
Medicare revenue, for increased revenue to the 8fe818 million.

» Suspends cost-of-living increases effective Audyus009, for skilled
nursing facilities and other long-term care for @n€ral Fund savings
of $75.8 million in 2009-10.

* Reduces by $14 million (GF) to reflect the elimioatof the state-
only payment for ancillary health services providednstitutions for
Mental Disease (IMDs).

» Other Health Programs: Does not adopt Governor’'s proposals to
eliminate funding for AIDS drugs, HIV education arpfevention,
domestic violence shelters, maternal and childthgalograms. Rather,
reduces funding in a more rationale manner:

e« Maternal and Child Health: Rather than total ahation of the
various programs and services offered, a reduaifofil1.5 million
was adopted.

 Community-Based Clinics: Rather than total elinima as proposed

by the administration, the conference committeg:réaluced Rural
Health Services by $2.2 million; (b) reduced Seatadwligratory
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Worker services by $1.9 million; and (c) reduceg&ixded Access to
Primary Care Clinics by $8.4 million (total funds).

 HIV/AIDS: Rather than total elimination of theseograms, a
reduction of $33.5 million was adopted without jeafizing federal
Ryan White funding and utilizing AIDS Drug Rebatenés to offset
a portion of the General Fund reduction.

» Domestic Violence Shelters: Reduced overall fugdig 20 percent,
rather than a complete elimination as proposedhéyzovernor.

» Emergency Medical Services Authority: Reduces funding for the
California Poison Control System, which providesmediate free
treatment advice and assistance over the phonea feavings of $3
million.

» Department of Mental Health: Proposes to reduce the Mental Health
Managed Care Services and Early and Periodic Sagebiagnosis,
and Treatment (EPDST) Program for a combined GeéRerad savings
of $92 million.

» Developmental Services:Reduces by $334 million, as proposed by the

Governor, through a methodical and inclusive apgtoaith substantial
input from the communities that access these sesvic

HUMAN SERVICES

» CalWORKs: Does not eliminate the program, but achieves $270.5
million in budget year savings by reducing funding counties,
temporarily exempting certain families (e.g., thosgh very young
children) from work requirements, reverting fundand adjusting
caseload estimates.

» In-Home Supportive Services (IHSS): Does not make the devastating
cuts proposed by the Governor, but achieves $1diflin in budget
year savings by increasing the share of costs daresrecipients and
reducing or eliminating services for clients wikle lowest levels of need.
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In the February 2009 Special Session, the IHSSesbifacost buy-out
was eliminated effective July 1, 2009, for prospectases only. This
proposal, which would become effective Septemb&0D9, reduces by
50 percent the state’s share of the buy-out foents who were
previously grandfathered in to continue receivirfglabuy-out.

Does not reduce worker wages; however, adopts @owerproposed
savings of $40 million from improved fraud deteatio

» Supplemental Security Income/State Supplementary gram
(SSI/SSP): Adopts modified version of Governor’'s propos&educes
grants for couples who are aged, blind or disalbdetederal minimum
level (as proposed), but reduces grants for indadisl by a lesser amount.
Ensures that grants for individuals are close ® ghverty line (unlike
Governor’'s proposal, which would have dropped suistlly below).
These changes result in General Fund savings d.$Irillion in the
budget year.

In the February 2009 Special Session, SSI/SSP greate reduced by
2.3 percent, or $20 for individuals and $35 for mles per month,
effective July 1, 2009, under the assumption tedefal funds would not
be received at a $10 billion level. This propasauld further reduce the
maximum grants for individuals from $850 to $845 pwonth and for
couples from $1,489 to $1,407 per month.

» Foster Care: Proposes a General Fund reduction of $36.7 miltm
foster care programs, including savings of $26.@iani from a 10
percent reduction to rates for Group Homes, Fdstenily Agencies, and
placements for Seriously Emotionally Disturbed dteh.

» Safety Net and Food Programs for Poor Immigrants: Does not
eliminate Cash Assistance Program for Immigran&RI} or California
Food Assistance Program (CFAP), as proposed by Gbgernor.
However, CAPI recipients (approximately 12,000 agétind, and
disabled legal immigrants who would be eligible fttre SSI/SSP
program but for their immigration status) will seedecrease in their
grants consistent with the reductions adopted e 3%I/SSP program.
CFAP would continue to provide food assistance twearthan 22,000
low-income legal non-citizens between the ages8o&iid 65, who meet
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all the eligibility requirements for the federal d€b Stamp program but
have resided in the United States for less thanyears.

» Alcohol and Drug Programs: Reduces funding by $90 million for
Proposition 36 programs that provide treatment wbstance abuse
offenders, but continues to fund treatment underQffender Treatment
Program (OTP). Provides federal Byrne funds ofraximately $60
million to supplement OTP services.

Reduces, by 10 percent, the rates paid to Drug 1@atproviders for a
General Fund savings of $8.8 million.

CORRECTIONS AND JUDICIARY

Overall in Corrections: Achieves $1.2 billion in savings (somewhat less
than the Governor’'s amount). Includes prison ale reforms (including
eliminating parole for low-risk offenders, increagisupervision for higher-
risk parolees, bolstering probation supervisionplamenting re-entry
courts); modification to sentencing laws for “wobtd” (fewer changes than
proposed by the Governor); and alternative custpdyns.

Reduces funds for less effective rehabilitationgpams (but not elimination,
as proposed by the Governor), and includes unaédceeductions to the
Department of Corrections and Rehabilitation, idolg to headquarters
administration (using more realistic assumptiotthe Governor’s).

» Department of Corrections and Rehabilitation

* Reduces $402.5 million related to targeted reduostim the state
prison population by: (1) commuting sentences oflasumented
Immigrants in our prison system and having them ediately
deported by Federal Immigration and Customs Enfoecd; (2)
changing sentencing options for low-level offendbyseliminating
the current sentencing options for specified crithes may be treated
either as felonies or misdemeanors, making thenmspahle by a jail
term rather than state prison; and (3) placing ageriower-rise
inmates under GPS monitoring. These proposals pridritize the
incarceration of the most serious offenders.
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 Reduces California Department of Corrections andhaRgitation
(CDCR) programs by $175 million. The CDCR will@lsave a $100
million unallocated reduction, at least $20 milliohwhich will come
from headquarters. In addition, funding for bulglimaintenance is
being eliminated on a one-time basis in 2009-10.total, 2009-10
expenditures will be reduced by $322.6 million.

» Judicial Branch
* Reduces funding, by $168.6 million, by reducingeyahfund support
to the courts by 10 percent. This reduction wdldchieved through

various measures, including one-day per month calosures,
transfer of reserves in various funds, and an asmeén fees.

NATURAL RESOURCES AND THE ENVIRONMENT

» Offshore Oil Drilling: Does not approve Governor’s proposal.

» Department of Parks and Recreation: State Parks, assumes enactment
of $15 “park pass” VLF add-on. Funds would be usedvoid park
closures and pay for parks-related bond debt seifgaves $145 million
annually General Fund [$70 million in budget yearhhis is in lieu of
complete closure of California’s state parks.

» Department of Conservation: Eliminates "Williamson Act" payments
of $34.7 million to counties for Agricultural andpén Space Land
Preserves. These subventions currently backpbréion of revenue lost
by local governments when they enter into voluntagyeements with
land owners for lower property tax assessments wiese land owners
agree to use the land only for agricultural or opeace purposes.

» Forestry and Emergency Services: Adopts Governor's Emergency
Response Initiative, but does not permit out-yeqreaditure plans for
these funds as presented by the Governor — leavutigear discussion of
these funds for future budget deliberations. T&ischarge would
average approximately $48 a year per insurancecypdiolder and
generate $120 million in additional revenue in 2009 This proposal
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>

would delay all enhancements to emergency respprggosed in the
January 10 budget, generating $78 million in GdnEumd savings by
offsetting current baseline costs for CalFIRE.

Office of Environmental Health Hazard Assessment: Shifted $5.7
million from GF to special funds. This created 1$4million in GF
savings over the Governor’s proposal.

STATE GOVERNMENT

>

Consolidations and reorganizations: Adopts Governor’'s proposed
savings from consolidations and reorganizations.

Information Technology Savings: Reduces funding for state
information technology services, consistent witberg IT consolidation,
and provides the Office of the Chief Information fiGér (OCIO)
additional authority to achieve another $100 millio savings.

Cash Deferrals: Adopts Governor’s cash deferral proposals.

Employee Compensation: Rejects Governor's proposal to reduce
salaries by 5 percent — thereby maintaining a 2-depugh for all
employees.

Assumes some savings that will be achieved if psedo labor
agreements are not ratified by the Legislatureng&sd Fund savings are
estimated at $60 million in 2008-09 and $150 millio 2009-10.

Paycheck Deferral: Defers June 30, 2010 state employee paychecks to
July 1, 2010 to achieve budget savings.

Rural Health Care Equity Program (RHCEP): Proposes to eliminate
funding for the RHCEP (except for Bargaining Unjtustil its existing

contract expires) which provides reimbursementsctatain health care
expenses for State employees who do not have adoess Health

Maintenance Organization (HMO). Estimates annaaings of $15.7

million. The 2008-09 approved budget eliminategirpants through the
RHCEP for retired annuitants.
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» Public Employees' Retirement System (PERS): Rejects the
Governor’s proposal to save an estimated $132.Romilbeginning in
January 2010, by contracting for lower cost healile coverage either
through PERS or directly from an insurer. Thisrade could conflict
with existing collective bargaining contracts. teed assumes PERS’
2010 final adopted health and dental premium nateease will be less
than the nine percent increase assumed in the &gbemacted budget
and scores $50 million in savings. Additionallgcognizes the plan
adopted by the PERS Board to rebate, via a two4mpayment holiday
in 2009-10, $100 million in excess Preferred Prewidrganization
premiums paid by the state.

» State Compensation Insurance Fund:Adopts the Governor’s proposal
to sell a portion of the State Compensation Instearund (SCIF) to a
private entity for an estimated $1 billion. ThelBGQvould remain the
“Insurer of last resort". SCIF was established1914 as a self-
supporting, non-profit enterprise that provides kess' compensation
insurance to California employers with no financaddligation to the
public.

» Department of Industrial Relations: Shifts the majority of the
remaining General Fund support in the Department Irafustrial
Relations (DIR) budget to fee-support.

» Employer fees will be increased to fund the Occopal Safety and
Health Program and the Labor Standards Enforcenfagram.
Similar fees on employers were increased in theBZM budget to
address funding shortfalls. Ongoing cost redustitieginning in
2010-11 will produce over $60 million in GF savings

» Department of General Services: Delays repairs to the State Capitol
building and park, for one year, providing $6.6lmil in savings.

LOCAL GOVERNMENT AND TRANSPORTATION

» Does not suspend Proposition 1A in 2009-10. liytiahe May Revise
proposed to borrow $1.98 billion from local goveents through the
suspension of Proposition 1A (of 2004). Suspenswimich requires
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legislation, allows the state to divert to schoofsto eight percent of
property tax revenues of cities, counties, andigpégstricts to counties
and special districts. Repayment, with interestisttbe made within
three years. The May Revision also proposed ksl to authorize a
joint powers authority to facilitate local governméorrowing against
the state's repayment promise.

» Adopts the Governor’s proposals on public trangitds. This includes
new General Fund relief of $336 million by diregtimew transit
“spillover” revenues to transportation-related dsedéitvice. Additionally,
directs $315 million in transit revenue formerlyredited to home-to-
school transportation, to transportation-relatelt dervice.

» Adopts the Governor’s proposal to redirect the llgees tax for General
Fund relief, but limits the shift to two years eatl of permanent. In
2009-10, the amount of the shift would be $986iamll and in 2010-11,
the shift would be about $750 million. These amsusre consistent
with the limit on bond debt payment of 25 perceintuel and weight fee
revenues outlined in Article XIX, Section 5 of th€alifornia
Constitution. Future legislation can provide logalvernments with new
opportunities to raise funds for public transit dodal transportation
services.

» “Realigns” Vehicle License Fee (VLF) funds from tBepartment of
Motor Vehicles to counties. Counties would usedfirto support
CalWORKSs grants.

» Extends the shift of redevelopment funds for edonaby two years —
the shift of $350 million enacted for 2008-09 would continued in
2009-10 and 2010-11.

» Suspends Open Space Subventions. Suspends dtaentsons to local
governments (primarily counties) under the WillimmsAct Program for
a General Fund savings of $34.7 million. Unders tlangstanding
program, the state backfills a portion of the ramerdost by local
governments when they enter into contracts withd lawners to limit
property tax assessments for lands that are maetdaas open space or
agricultural lands. Also discussed under the Ressuheading.
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REVENUE AND TAXATION

Revenue Accelerations

» Quarterly prepayments. Accelerates $610 million of Personal Income
Tax and Corporation Tax revenues into 2009-10 loyemsing the June
(second) quarterly estimated payment from the aturB9 percent of
annual tax liability to 40 percent, beginning J@0. The percentage
due with the first quarterly estimated tax paymghte in April) is 30
percent, so the total amount due in the first bakhe year would be 70
percent. However, the proposal would eliminate thied quarterly
estimated payment (now 20 percent of annual lighiand increase the
final quarterly payment (due in December) from ¢herent 20 percent to
30 percent of annual tax liability.

» Payroll Withholding. Increase payroll withholding schedules by 10
percent, effective January 2010, to accelerate $ilion of Personal
Income Tax revenue into 2009-10.

Revenue Enforcement and Administration

» Financial Institutions Records Match (FIRM): Adopts the Franchise
Tax Board (FTB) FIRM proposal. FIRM requires fical institutions to
perform quarterly matches of their account reconith a file of tax
delinquents provided by the Franchise Tax BoardB(Fih order to
identify assets that can be applied to pay thendeént tax debts. This
provision improves collections, but does not chartgg liability.
Revenue gain of $27 million in 2009-10, $60 million 2010-11, and
about $100 million in subsequent years.

» Contractor withholding: Imposes withholding on independent
contractors. Effective January 1, 2010, extendsme tax withholding
on payments to independent contractors. Requitesnésses and
government entities to withhold three percent ofrpants for goods or
services to independent contractors that curreetiyire the filing of a
federal 1099-MISC. The amount withheld would bedtted against the
state income tax liability of the contractor, aghmvage withholding.
This provision accelerates revenue and improvesptante, but does
not change tax liabilities. Provisions reflect ABX (First Extraordinary
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Session). Revenue gain of $2.0 billion in 2009+8¥enue gain of $60
million in 2010-11, minor losses in 2011-12 and 208, then annual
increases of about $300 million per year from iasezl compliance.

» Backup withholding: Generally conforms California to federal income
tax backup-withholding rules related to various fwage payments.
Requires a business to withhold seven percentpirtable payment of
interest, dividends, compensation for services,ahdr forms of income
if the IRS determines a condition for withholdingists (such as
significant underreporting of non-wage paymentghsy recipient on tax
returns). Revenue gain of $26 million in 2009-1@ angoing revenue
gain of about $26 million.

» Sales tax "nexus": Requires out-of-state sellers, such as Amazat, th
pay commissions to California firms or residentsdales referrals (often
through a website link) to collect sales tax onirtlsales to California
residents. This provision improves compliance, dags not change tax
liability. Existing law requires Californians t@yp equivalent use tax on
these purchases, but compliance is low. Revenimeo§&48 million and
ongoing revenue gain of about $110 million.

» Non-retailer registration at BOE: Requires non-retailers to register
with the Board of Equalization (BOE). Businesdeat fprovide services
will be required to register with the board ane finnual use tax returns
by April 15. The annual use tax return and paynagmiies to purchases
on which sales tax was not collected (generallynfaut-of-state sellers),
excluding vehicles, vessels and aircraft. Thisvi@on increases
compliance, but does not change tax liabilitiesevéhue gain of $28
million in 2009-10, revenue gain of $57 million 2010, and potentially
larger amounts in future years. Also increaseoall use tax revenues.

» Abusive tax shelters: Strengthened definition of abusive tax shelters.
Discourages tax avoidance and the use of abustv&htters by defining
a “potentially abusive tax avoidance transactiast” él) a tax shelter; (2)
an undisclosed reportable transaction; (3) a ligtadsaction; (4) an
entity, investment plan or arrangement, or othenmr arrangement that
has the potential for tax avoidance or evasion,dastified by the
Secretary of the Treasury or the Franchise Tax doés) a gross
misstatement; or (6) a transaction subject to thheectonomic substance
transaction understatement penalty. FTB indicHtasthe strengthened
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definition will result in increased penalty assesats. Revenue gain of
$4 million in 2009-10, revenue gain of $10 milliam 2010-11, and
ongoing revenue gain of about $15 million.

» License revocation: Revocation of licenses for delinquent tax paymment
Permits the state to suspend state occupationapriessional licenses
because of unpaid income tax liabilities. Allowxpayers to avoid
suspension by entering into an installment agreémeith FTB.
Revenue gain of $10 million in 2009-10, and ongoiagenue gain of
about $15 million to $20 million.

New Tax Revenues

» Imposes an oil severance tax.Imposes a 9.9 percent tax on the gross
value of each barrel extracted from Californiarigpier wells are exempt
from the tax whenever the average price of thettely produce falls
below $30 per barrel. Effective October 1, 2009Annual cost to
Department of Conservation of about $10 million @dminister the
program. Revenue estimates assume current prideocoft $60 per barrel
for California crude oil. Revenue gain of $830lmoil in 2009-10 and
about $1.1 billion ongoing.

» Repeals recent corporate tax breaks: Rolls back provisions enacted
with the 2008-09 budget which (a) permit Net Opagat.osses (NOLS)
incurred on or after January 1, 2011, to be catgck to offset earnings
during the two prior years; and (b) allow corparas to assign all or a
portion of their unused tax credits earned on trafanuary 1, 2008, to
an affiliated corporation that is a member of tame combined reporting
group. Revenue gain of $80 million in 2009-10,amve increase of
$290 million in 2010-11, and revenue gain rising$@60 million by
2014-15.

» Increases cigarette taxes:Raises state cigarette excise taxes (currently
$.87 per pack) by an additional $1.50, and impasesquivalent increase
for other tobacco products, effective October 1020 Revenue gain of
$1.0 billion in 2009-10, revenue gain of about $hifion in 2010-11,
and decreasing about three percent per year thereaf
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